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January 08, 2010 BUY Fair Value: NGMN 20.34 Current Price: NGA13.90

Becoming More Efficient:
T — Ticker CCNN The unaudited Q2, 2009 result of Cement Company of
Sector Building Materials Northern Nigeria Plc (CCNN) for the period ended June
VaIuationlAnaIyst Date of Incorporation 1962 30, 2009 showed that its Turnover (TO) grew by 50.19% to
: o P N6.592bn, compared with N4.389bn in the corresponding
Recommendation Date of Listing October 04, 1993 period of 2008. Despite the harsh operating environment, the
T — Year End December management of the company improved on its efficiency in the
In arriving at a fair value for CCNN, we No of Ordinary Shares 1,256,677,766 area of cost management leading to a growth of 91.13% in
estmated TO, Earning Before Capitalisation N 17,467,821,003 the Profit Before T.a?( (PBT) to. N1.386bn from N00.725bn in
Interest Tax  Depreciation _and % of Market Capitalisation  0.34% iggg The tax provision which increased by 87.24{;. bgtween
— . and 2009 to N0.214bn from NO.114bn, bringing the
Amortization (EBITDA) and PAT for 52-Week High 14.98 Profit After Tax (PAT) to N1.172bn as against NO.611bn in
December 2009. We estimated a TO 52-Week Low N5.39 2008, representing an increase of 91.86%. The effective cost
of N13.83bn, based on a growth of YTD Return 11.56% management strategy of the management is also reflected in
40%, over the previous year. We 52-Week Avg. Trade 515,256 the improvement in the profit margin. The company’s profit
project EBITDA of N2.966bn based on Beta Value 0.56 margins shows a marginal increase in the PBT margin in Q2,
EBITDA margin of 17.45% and a PAT Current EPS N 1.68 2009 over Q2, 2008 and over the FY December, 2008 figure.
of N2.42bn based on a PAT margin of Current PE 8.25x The PBT margin increased to 21.03% in Q2, 2009 from

17.50%. We used 1.256bn Ordinary
Shares in issue. The estimate Earning
Per Share (FEPS) generates N1.93k.
We estimated a Total Dividend Per
Share (DPS) of N1.25k (having paid an
interim of 80k we expect a final of 45k)
based on a dividend payout of 65%.
Applying Enterprise Value EV/EBITDA
multiple of 9.25x, a P/E multiple of
10.5x, we arrived at N20.46k per share
using EV/EBITDA  multiple and
N20.22k per share using price
earnings multiple. Applying a weight of
50% each to the valuation results we
arrived at 20.34k which is our fair
value. The estimate earnings yield and
dividend yield based on our fair value
generate  9.47% and  5.78%
respectively while the estimate P/E
ratio generates 10.56x. We therefore
place a BUY on Cement Company of
Northern Nigeria (CCNN) stock at
the current market price for both
capital appreciation and dividend
payment.

Business Description

——
CCNN’s principal activities
are the manufacturing and

sale of cement to the general
public

16.52% as at Q2, 2008, and up from 17.01% as at the end of
the financial year in December, 2008.

The position of the profit margin shows that the company’s total costs as a percentage of TO stood at 78.97%, lower than 83.48% recorded in the
corresponding period of 2008. PAT Margin currently stands at 17.78%, up from 13.92% in the corresponding period of 2008 and up marginally
from 15.49% as at FY 2008. The result also indicated that the percentage of the TO, PBT, and PAT in the Q2, 2009 to the Full Year Audited TO,
PBT and PAT for the period ended December, 2008 are: 66.73%, 82.50% and 76.60%, respectively. This indicates that the company should be
able to meet and surpass the previous year's performance at the current run rate. A cursory look at the balance sheet position as at Q2, 2009
compared with the position as at the corresponding period in 2008 shows that the company continued its investments to expand its outputs in
order to meet additional demand. Its fixed assets increased by 11.17% to N4.537bn from N4.081bn in 2008. The working capital increased
substantially by 310.89% to N1.263bn while the net assets increased by 26.15% to N4.583bn from N3.633bn in 2008. The payment of dividends
(both interim of 45kobo for 2008 and final of 45kobo 2008) may be responsible for the 12.40% drop in the cash and bank balances. In order to
manage the liquidity of the company and avoid the high costs associated with short term borrowing, the company reduced its exposure o its short
term borrowing between the periods. The short term borrowing dropped 77.84% from N974.93mn in 2008 to N216mn as at Q2, 2009. Meanwhile,
the company contracted a new long term loan of N633.33mn from a Nigerian bank in 2008.

A cursory look at the dividend history of the company between 2007 and 2009 shows that it paid a dividend per share of 10kobo to its
shareholders in 2007, representing a dividend payout of 90.91%. In 2008, CCNN paid a total dividend of 90kobo per share made up of 45kobo
each for interim and final dividend. The total dividend of 90boko paid in 2008 translates to a dividend payout of 73.77% to shareholders. In half
year 2009, the company continued with the interim dividend policy and paid an interim dividend of 80kobo to its shareholders. The interim dividend
paid in 2009 represents a growth of 77.78% over the interim paid in 2008.

The shareholding structure of CCNN as at December 31, 2008 shows that Damnaz Cement Company Ltd held 50.72% of Ordinary Shares,
Nasdal Bap Nig Ltd held 11.64%; Dantata Investment & Security Company Ltd held 5.12%; 6 State govemnments and agencies — Kebbi, Sokoto;
Kaduna; Kano; Jigawa; Katsina held 9.03%; Ferrostal A.G held 0.09% while the remaining 23.4% was held by Nigerian Public. We gathered that
BUA Group of Companies recently acquired Damnaz Cement Company, meaning that BUA Group of Companies indirectly held 50.72% of CCNN.

A review of the Nigerian economy shows that the economy is reliant on cement for the development of basic infrastructure such as roads, water
supply, hospitals, schools, houses and ports. Although the domestic demand for cement in Nigeria has been expanding rapidly, local production
has continued to fall short of the demand by at least 35% due to critical production input constraints, including unsustainable energy source. Most
of the local producers are currently investing in capacity expansion in order to bridge the supply gap in the industry. Over 90% of cement sold is
bagged, while the rest is bulk-distributed, with roads being the primary mode of transport. As a result of this, each cement producer has regional
catchment area in Nigeria. Although raw materials needed in cement production are abundant in Nigeria, the industry entry barriers are very high.
The cost of plant construction is largely determined by the state of the local infrastructure. Each manufacturer provides its own power generation
at the plant, which further pushes up the cost per tonne of output.

The main cement producers in Nigeria and their capacities are: Lafarge WAPCO(2.2mnt), Obajana Cement Limited(5.5mnt), Benue Cement
Company (1.5mnt), Cement Company of Northern Nigeria(0.5mnt), and Ashaka Cement Company(0.8mnt). In a bid to promote cement self-
sufficiency in Nigeria, boost local production and create jobs, the Federal Govemment of Nigeria banned the importation of bagged cement in
2001. Cement therefore was imported in bulk only, with import quotas granted in proportion to company’s existing cement production capacity and
planned investment in local cement manufacturing. Cement shortage has continued to linger primarily because of increased local demand for
cement. The demand for cement in Nigeria is estimated at 13.5mnt and is expected to grow by about 10% yearly in the medium term. The total
production by all the local producers is estimated at 7mnt, leading to a supply shortage of 6.5mnt, which is currently being met through
importation.
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T0 PBT PAT PAT Margin (%)  ROE (%) EPS*
9,878 1,680 1,530 15.49 38.49 1,68
16,454 4,734 4,144 25.19 30.14 3.30
21,376 3,431 2,070 9.68 16.16 1.04

43,274 13,033 11,252 26.00 27.81 3.19

PE*
8.25
14.10
12.79
9.40

Price(N)

Q2 2009 Q2 2008 %ae FY 2008 FY 2007 %ae FY 2009E
6,592 4,389 50.19 9,878 8,042 22.80 13,829
1,386 725 91.13 1,680 172.85 872.00 2,988
1172 611 91.86 1,530 139 1,003 2,420
21.03 16.52 450 17.00 2.15 14.85 21.60
17.78 13.92 3.86 15.49 1.40 14.09 17.50
16.00
oo _ Position Shareholding
12.00 _ Chairman 1,915,871
SIS ST | ienaeasansokeogy  Director Nil
CCNN  ====NSEASI Rebased _ Director Nil
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